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PART A — MULTIPLE CHOICE QUESTIONS 
(Each question is worth 1.5 marks, for a total of 21 marks) 


Candidates MUST answer ALL FOURTEEN (14) Multiple Choice questions on the Answer 


Sheet on Page 12 of this examination paper. 


An entity opens a new factory in which a completely new type of product will be produced. 
When constructing the factory, the entity purchases a machine for the new assembly 
line. Which of the following expenditures are included in the cost of the machine? 


Delivery costs 

Costs for assembly of machine 

Raw material necessary to test the quality of the products produced by the 
machine 

Engineering fees charged for the design of foundations for the machine 
All of the above 

AandB 


What accounting treatment should be used if an entity has incurred expenditure that is 
unlikely to generate future economic benefits for the entity? 


INGOBS 


~~ Ww 


Recognition as a deferred asset 

Recognition as an expense 

Amortisation over a period of no more than two operating cycles 
Recognition as unearned revenues 

None of the above 

AandB 


Australian Accounting Standards currently allow entities to value some assets at cost 
and other assets in the same balance sheet at fair value. This means that the Australian 
Accounting Standards Board has: 


Ensured that the financial statements of multiple firms are easily comparable 
Created a situation where the amount of total assets shown in a financial statement 
is neither the total cost of all assets nor their fair value assessments 

Forced entities to accurately reflect their true financial position at any point in time 
Specified the account treatment for each type of asset in the Australian Accounting 
Standards 

C and D 

None of the above 
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An entity purchases a machine for a direct cost of $100,000. In addition, the entity pays 
$15,000 for assembly of the machine and $10,000 for modifications which are necessary 
to use the machine as intended by the entity. The machine has a useful life of 3 years 
and a residual value of $20,000 at the end of this period. What is the amount (rounded 
to the closest full $ amount) by which the asset is depreciated in the SECOND year of 
the assets useful life, using the sum-of-digits method? 


PS ODS 


~— — 


$13,750 
$21,500 
$35,000 
$58,750 
$47,500 
None of the above 


When choosing a depreciation method for a newly acquired item, managers: 


Are free to choose any depreciation method they like because there are no legal 
requirements that might limit their choices 

Must be careful when making their decision because the method of depreciation for 
an individual item cannot be changed after the first depreciation charge is recorded 
Are required to follow positive accounting theory and select the depreciation 
method which best serves their own interests 

Are required to choose the depreciation method that best reflects the pattern in 
which the asset’s future economic benefits are expected to be consumed by the 
entity 

AandB 

None of the above 


Which of the following procedures must be used to determine the recoverable amount of 
a machine which is included in the Machinery/Equipment account of an entity? 


Determine the higher of the present value of the future cash flows that the item 
will generate for the entity and the price for which the item could be sold, less any 
costs to sell 

Determine the price for which the item could be sold, less any selling costs 
Determine the present value of the future cash flows that the item will generate for 
the entity, plus all accumulated depreciation of the machine 

Determine the lower of the item’s net selling price and its value in use 

Determine how much the entity would have to pay to purchase the item today 
None of the above 
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An entity purchases a machine on the 1 July 20x1 for $40,000. It is expected that the 
machine has a useful life of 8 years and straight line depreciation is used to depreciate 
the machine. On the 30 June 20x3, the machine is re-valued to its fair value of $45,000. 
Which of the following journal entries records the revaluation of the machine correctly? 


A) 


F) 


Dr Machinery/Equipment 32,000 
Cr Acc. Dep. Machinery/Equipment 12,000 
Cr Revaluation Surplus 20,000 


To record revaluation of the machine 


Dr Acc. Dep. Machinery/Equipment 15,000 
Cr Machinery/Equipment 15,000 
To record transfer of accumulated depreciation to asset account 


Dr Machinery/Equipment 20,000 

Cr Revaluation Surplus 20,000 
To record revaluation of the machine 

Dr Machinery/Equipment 5,000 

Cr Revaluation Surplus 5,000 


To record revaluation of the machine 


Dr Acc. Dep. Machinery/Equipment 10,000 
Cr Machinery/Equipment 10,000 
To record transfer of accumulated depreciation to asset account 


Dr Machinery/Equipment 15,000 

Cr Revaluation Surplus 15,000 
To record revaluation of the machine 

Dr Machinery/Equipment 5,000 

Dr Acc. Dep. Machinery/Equipment 15,000 

Cr Revaluation Surplus 20,000 


To record revaluation of the machine 


None of the above 


Calculate the present value (rounded to the next full $ amount) of a one-off payment of 
$100,000 which an entity will receive in 5 years time, based on a discount rate of 8%. 


~~ 


IMDFOBS 


~—— — 


$ 56,236 
$ 68,058 
$ 94,525 
$ 75,698 
$ 82,257 
None of the above 


10. 


11. 


AFM211, Trimester 1 2019 


The inventory of an entity consists of: 


Cash in cash registers used to provide change to customers 

Non-current assets that the entity is planning to sell in the next 12 month 

Assets that are used over a long period of time to deliver a service to multiple 
customers 

Items currently undergoing the production process which will be sold once they are 
completed 

B and D 

B, C and D 


Assuming that no deferred tax assets or liabilities exist, and assuming that the entity has 
not prepaid any income taxes during the year, the amount of income tax that an entity 
must pay to the Australian Taxation Office at the end of the year will be shown in which 
of the following accounts? 


~ 


IMOOBS 


~~ —~wW 


Taxes Payable 
Deferred Tax Assets 
Interest Payable 
Accounts Receivable 
Deferred Tax Liability 
None of the above 


Cash flow statements: 


Provide detailed information about all individuals that have made payments to, or 
received payments from the entity 

Include a section titled “financing activities” which provides information about how 
the entity invests its cash and cash equivalents 

Provide information about the source and use of the entity’s cash and cash 
equivalents 

Are period based, not accruals based 

All of the above 

C and D 
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12. Which of the following transactions are included in the investing section of a cash flow 
statement? 


13. 


14. 


~ 


INDGOBS 


~—— 


Payment of wages 

Payment of dividends 

Purchase of a new company car 
All of the above 

A and C 

BandC 


An entity is in the process of completing its financial reports for the period ended 30 June 
201x. When the entity's accountant checks the net realisable value of inventory at the 
reporting date, it becomes obvious that a number of items are recognised at a cost 
greater than their net realisable value and these overstatements have a material effect 
on the accounts. Which of the following treatments is required? 


Disclosure of the overstatement in the directors’ declaration, including an 
explanation how this issue will be dealt with in the following period 

Disclosure of the overstatement in the notes, including an explanation how the 
issue will be dealt with in the following period 

No action is required 

Adjustment of the value of inventory in the financial statements to reflect the lower 
net realisable value 

Disclosure of overstatement in the directors’ declaration without any additional 
explanation 

None of the above 


An asset is likely to be a current asset if: 


DEO OLS 


~—— — 


It is primarily held for the purpose of trading 

The asset will be consumed within 5 years of the reporting date 
It is sold within the entities normal operating cycle 

The asset in question is a long term (18 month) bank deposit 
All of the above 

AandC 
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PART B - EXTENDED RESPONSE QUESTIONS 
(Each question is worth different marks, for a total of 39 marks) 


Candidates MUST answer ALL parts to the following SEVEN (7) questions in the Answer Book 
provided. Some of the questions will require the creation of journal entries. For ALL journal 
entries that are required in this examination, candidates MUST use the account names 
provided in the Chart of Accounts located on Page 11 of this examination paper. 


Question 1 (4 marks) 


During April 20x1, Armidale Cleaners provided 100 hours of cleaning series for the Large Mart 
store in Armidale. On 30 April 20x1, Large Mart paid Armidale Cleaners for the 100 hours of 
cleaning services that were provided during the month. 


Required: 


A) State whether the provision of the cleaning services that occurred during April 20x1 
creates an asset, a liability, income, an expense or equity in the financial accounts of 
Large Mart. (1 mark) 


B) Explain your decision based on the criteria that the conceptual framework uses to define 
the item that is created by the provision of the cleaning services during April 20x1, and 
describe how each criterion is fulfilled by the outlined situation. (3 marks) 


Question 2 (4 marks) 


Large Mart owns a computer to track the inventory in its warehouse in Armidale. The carrying 
amount of the computer in the “Computers” account (account no 167) on 1 June 20x71 is 
$1,000. On 1 June 20x1, Large Mart sells the computer for $1,500, making a $500 gain on 
sale. 


Required: 


A) State whether the gain that Large Mart made when selling the computer on 1 June 20x1 
creates an asset, a liability, income, an expense or equity in the financial accounts of 
Large Mart.(1 mark) 


B) Explain your decision based on the criteria that the conceptual framework uses to define 
the item that is created by the gain that occurred during the sale, and describe how 
each criterion is fulfilled by the outlined situation. (3 marks) 
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Question 3 (6 marks) 


On 21 June 20x1, the Large Mart store in Armidale ordered anew company car for its customer 
service department (called the “Nerd Herd”) from a car dealer in Brisbane for $30,000. The 
car was delivered to Large Mart in Armidale on 25 June 20x1, and the delivery company left a 
delivery invoice of $300 when delivering the car. The invoices for the car and the delivery of 
the car were paid via bank transfer on 27 June 20x1. 


On 25 June 20x1, Large Mart also purchased a new toolbox for $1,000 (paid via bank transfer 
on 27 June 20x1) that will be placed in the car, and that Nerd Herd service technicians will use 
when they are called to clients 


Large Mart will use the new car for 8 years and depreciate the car using the straight-line 
depreciation. Large Mart expects that the car will have a residual value of $2,000 at the end 
of its useful life. 


Required: 


A) Explain if the delivery fee for the car and the cost of the new toolbox are part of the cost 
of the car when the car is first recognised as an asset in the Large Mart accounts. 
(2 marks) 


B) Provide all journal entries that are necessary in the books of Large Mart to account for 
the purchase and delivery of the car during June 20x1. (1 mark) 


C) Provide all journal entries that are necessary in the books of Large Mart to account for 
the depreciation of the car for the month of June 20x1, AND provide a detailed outline of 
your calculations. (3 marks) 


Question 4 (6 marks) 


On 1 July 20x1, Large Mart purchases a new building (and the associated land) in Sydney. 
Large Mart paid $1,000,000 for the land and $500,000 for the building. 


Large Mart will use the building for 20 years, after which time the building will have a residual 
value of zero. Large Mart will depreciate this building, using the declining balance depreciation 
method, with a yearly depreciation percentage of 10%. 


On 1 July 20x4, Large Mart decides to revalue the land (current fair value $1,400,000) and 
building (current fair value 300,000) to their most up-to date fair values. 
Required: 


A) Calculate the yearly amount of depreciation for the building for the year ended 30 June 
20x4, AND provide an outline of your calculations. (2 marks) 


B) Provide all journal entries that are necessary to record the revaluation of the land AND 
building on 1 July 20x4. (4 marks) 
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On 1 July 20x2, Large Mart (as the lessor) signs a three (3) year lease contract for a photo 
copier with Customer Ltd. (as the lessee). Customer Ltd is able to cancel the lease contract 
at any time by paying Large Mart a $20 administration fee. Large Mart expects that the useful 
life of the photo copier is eight (8) years. 


The lease contract requires Customer Ltd to make the following payments (via bank transfer) 
to Large Mart: $2,000 at the end of each year (30 June) during the lease term. Customer Ltd. 
is able to purchase the photo copier at the end of the lease term (the end of year 3) for a price 
of $6,000, which is above the expected market value of the photo copier at that time (which is 
$5,000). The Large Mart accounting department has determined that the interest rate implicit 
in the lease is 10%. Customer Ltd. has leased the photo copier from Large Mart (instead of 
purchasing it) because the sales price of the photo copier at the time the lease contract was 
signed was $10,000 and Customer Ltd. did not have sufficient cash to purchase the photo 
copier directly. 


Required: 


A) Calculate the present value of the unavoidable lease payments Large Mart will receive 
from Customer Ltd. (2 marks) 


B) Determine if Large Mart should treat this lease as a finance lease or an operating lease, 
and provide a DETAILED explanation for your decision. (3 marks) 


C) Provide all journal entries that are necessary in the books of Large Mart to account for 
all lease payments made during the years ending 30 June 20x3, AND 30 June 20x4. 
(4 marks) 


Question 6 (4 marks) 


The statement of cash flows is an important part of every financial report. 
Required: 


A) — Explain why the information provided in the statement of cash flows is useful to users of 
financial reports. (2 marks) 


B) Is it correct that the income statement is easier to manipulate than the cash flow 
statement? PLEASE EXPLAIN YOUR ANSWER. (2 marks) 
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Question 7 (6 marks) 


On 1 July 20x2 (the first day of the financial year), Large Mart decides to start selling electric 
bicycles (e-bikes). Initially, Large Mart places an order for 8 e-bikes (for $800 per e-bike), and 
the first e-bikes arrive at Large Mart on 5 July 20x2. Following an advertising campaign, the 
e-bikes become a big seller and Large Mart makes the following sales and purchase 
transactions during the year ended 30 June 20x3: 


e Sale (10 August 20x2) of 7 e-bikes for a price of $2,500 per e-bike 
e Purchase (1 September 20x2) of 10 e-bikes for $700 per e-bike 

e Sale (5 September 20x2) of 4 e-bikes for $2,000 per e-bike 

e Sale (12 November 20x2) of 3 e-bikes for $1,900 per e-bike 


Large Mart accounts for its inventory using the “first-in-first-out” cost flow assumption and 
the perpetual inventory system. 


Required: 


A) Calculate the cost of all e-bikes sold during the year ended 30 June 20x3, AND outline 
all necessary calculations. (2 marks) 


B) Calculate the value of all e-bikes that remain in the inventory account on 30 June 20x3, 
AND outline all necessary calculations. (2 marks) 


C) Calculate the amount of sales revenue that the e-bikes have generated for Large Mart 
during the year ended 30 June 20x3, AND outline all necessary calculations. (2 marks) 
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CHART OF ACCOUNTS 


Assets (100-199) 


Number Account Name 


(Current Assets 


101 Cash at Bank 
102 Accounts Receivable 
103 Lease Receivable 
110 Bank Trust 
120 Inventory - Trade/Sales 
120.1 Freight in (Trade/Sales) 
120.2 Trade Discounts Received (Trade/Sales) 
121 Inventory - Components 
121.1 Freight in (Components) 


121.2 Trade Discounts Received (Components) 


130 Office Supplies 
131 Prepaid Rent (current) 


Non-Current Assets 

150 Deferred Tax Asset 
161 Prepaid Rent (non-current) 
163 Motor Vehicles 

163.1 Acc. Dep. Motor Vehicles 
164 Machinery/Equipment 

164.1 Acc. Dep. Machinery/Equipment 
165 Buildings 

165.1 Acc. Dep. Buildings 
166 Warehouse Shelving 

166.1 Acc. Dep. Warehouse Shelving 
167 Computers 

167.1 Acc. Dep. Computers 


202 Accounts Payable 

204 Wages Payable 

205 Rent Payable 

206 Interest Payable 

207 Dividends Payable 

208 Taxes Payable 

215 Share Applications 

216 Debenture Applications 


INon-C Liabiliti 


230 Provision for Warranty 
235 Provision for Remediation 
250 Deferred Tax Liability 

260 Lease Liability 

270 Bank Loan 

280 Debenture Liability 


Owners Equity (300 - 399) 


300 Share Capital 
320 Retained Earnings 


320.1 Dividends 


330 General Reserve 
350 Income Summary 
360 Revaluation Surplus 
390 Forfeited Shares 


170 Distribution Rights 
170.1 Acc. Amort. Distribution Rights 


190 Land Number Account Name 


401 Sales Revenue 

401.1 Sales Returns/Allowances 
420 Lease Revenue 
423 Interest Revenue 
425 Executory Expense Recoupment 
441 Discount Received - Payment 
450 Reversal of Loss on Revaluation 
455 Reversal of Impairment Loss 
460 Gain on Sale 
430 Income Tax Revenue 


Cost of Good Sold (500 - 599) 


611 Depreciation Expense 
612 Amortisation Expense 
615 Inventory Write Down Expense 
620 Lease Expense 

621 Rent Expense 

622 Office Supplies Expense 
623 Interest Expense 

624 Wage Expense 

625 Executory Expenses 

630 Warranty Expense 

641 Discount Given - Payment 
650 Loss on Revaluation 

655 Impairment Loss 

660 Loss on Sale 

690 Income Tax Expense 
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PART A- MULTIPLE CHOICE ANSWER SHEET 


Circle the ‘letter’ representing your answer against the appropriate question number. 


Question Answer 
1. B C D E F 
2. B C D E F 
3. B C D E F 
4. B C D E F 
5. B C D E F 
6. B C D E F 
7. B C D E F 
8. B C D E F 
9. B C D E F 
10. B C D E F 
11. B C D E F 
12. B C D E F 
13. B C D E F 
14. B C D E F 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in the 


cancellation of all marks for this examination. 


Writing your name and number on the front will help us confirm that your paper has been returned. 
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